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LIMDIS 
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TAGS: EFIN, IMF, TU 

SUB J : TURKEY'S IMF STANDBY PERFORMANCE 

REF: ANKARA 4003 

SUMMARY: TURKEY IS DANGEROUSLY CLOSE TO VIOLATING A NUMBER OF 
PERFORMANCE CRITERIA IN ITS IMF STANDBY AGREEMENT. A FUND 
TEAM, HEADED BY CHARLES WOODWARD, IS CURRENTLY IN ANKARA 
ATTEMPTING TO FOCUS THE ATTENTION OF THE TURKISH AUTHORITIES 
ON THE NEED FOR IMMEDIATE CORRECTIVE ACTIONS. TURKEY S 
FAILURE TO MEET ITS IMF STANDBY CONDITIONS WOULD LIMIT THE 
AVAILABILITY OF PRIVATE FOREIGN CREDITS TO TURKEY AND COULD 
JEOPARDIZE THE RESCHEDULING OF $2.5 BILLION DUE TO FOREIGN 
BANKS. IN THIS EVENT, WE COULD EXPECT THE TURKS TO LOOK FOR 
A SCAPEGOAT TO BLAME FOR THEIR FAILURE TO MAKE ECONOMIC PRO- 
GRESS. THEY WOULD BE LIKELY TO PICK THE UNITED STATES 
FOR THIS ROLE, EXPECIALLY IF CONGRESS SHOULD DECIDE NOT TO 
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REPEAL THE MILITARY SALES EMBARGO AGAINST TURKEY. END SUMMARY 

1 . TURKEY HAD IMPLEMENTED ITS STABILIZATION PROGRAM 
INADEQUATELY AND IS IN DANGER OF FAILING TO COMPLY WITH A 
NUMBER OF PERFORMANCE CRITERIA NECESSARY TO QUALIFY FOR 
FURTHER DRAWINGS UNDER ITS IMF STANDBY AGREEMENT. CHARLES 
WOODWARD, LEADER OF THE IMF TEAM CURRENTLY PERFORMING THE 
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FIRST QUARTERLY REVIEW OF TURKEY'S STANDBY PERFORMANCE, 

EXPRESSED HIS DEEP CONCERN AND DISAPPOINTMENT THAT THE 
ECEVIT GOVERNMENT HAD FAILED TO TAKE ADVANTAGE OF ITS FIRST 
MONTHS IN OFFICE TO MAKE THE DIFFICULT POLITICAL DECISIONS 
NEEDED TO "TURN AROUND" THE TURKISH ECONOMY. WOODWARD MET 
PRIVATELY WITH EMBOFFS AT HIS INITIATIVE, EVENING OF JULY 10, 

AND ENGAGED IN WIDE-RANGING DISCUSSION OF TURKEY'S ECONOMIC 
POLICIES, PROSPECTS AND OPTIONS, ELICITING OUR IMPRESSIONS 
OF EVENTS AND PERSONALITIES. THE FOLLOWING WERE AMONG THE 
SIGNIFICANT POINTS COVERED: 

2. STANDBY PERFORMANCE: WOODWARD EXPLAINED THAT TURKEY WAS 
IN DANGER OF VIOLATING SEVERAL CONDITIONS PREREQUISITE TO 
QUALIFY FOR FURTHER DRAWINGS UNDER THE STANDBY AGREEMENT. 

TURKEY HAD ALLOWED NEW ARREARS (FROM $50 TO $100 MILLION) TO 
ACCUMULATE ON CURRENT TRANSACTIONS DURING MAY, HAD SIGNED 
TRADE AGREEMENTS WITH FUND MEMBERS WHICH MIGHT BE CHARACTERIZED 
AS BILATERAL PAYMENTS AGREEMENTS, AND WAS CLOSE TO BREECHING 
THE CEILINGS ESTABLISHED ON CENTRAL BANK NET DOMESTIC ASSETS 

AND NET CREDITS TO PUBLIC SECTOR. WOODWARD EMPHASIZED THAT 
NEITHER HE NOR THE IMF STAFF HAD DETERMINED, OFFICIALLY, THAT 
ANY OF THE STANDBY CONDITIONS HAD BEEN BROKEN, BUT THAT THE 
PURPOSE OF HIS VISIT AT THIS TIME WAS TO BRING THESE PROBLEMS 
TO TURKEY'S ATTENTION IN THE HOPE THAT CORRECTIVE ACTION 
MIGHT BE TAKEN IN TIME TO AVOID A SITUATION IN WHICH TURKEY 
IS JUDGED NOT TO BE IN COMPLIANCE WITH TERMS OF STANDBY AND 
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INELIGIBLE FOR SUBSEQUENT CREDIT TRANCHE DRAWINGS. 

3. ON HIS PREVIOUS VISIT, MAY 23-24 (SEE REFTEL), WOODWARD 

HAD RECOMMENDED SEVERAL CORRECTIVE MEASURES TO THE TURKS. 

THESE INCLUDED INCREASING REBATES FOR MANUFACTURED 
EXPORTS (ENACTED JULY 6), HIGHER COAL PRICES (ENACTED JUNE 17), 

A RISE IN ELECTRICITY RATES (ENACTED JULY 7), AND AN 
INCREASE IN PETROLEUM PRODUCT PRICES (NOT YET ENACTED BUT 
WOODWARD EXPECTS THIS TO OCCUR SOON). WOODWARD AND HIS STAFF 
HAVE NOT YET DETERMINED WHETHER THE IMPLEMENTATION OF THESE 
MEASURES IS SUFFICIENT TO OVERCOME TURKEY'S IMMEDIATE PROBLEMS. 
HOWEVER, ONE KEY SHORTCOMING IS THAT TURKS HAVE BEEN 
RELUCTANT TO ESTABLISH A MORE FLEXIBLE EXCHANGE RATE POLICY, 
SOMETHING WOODWARD CONSIDERS ESSENTIAL TO THE SUCCESSFUL 
IMPLEMENTATION OF TURKEY'S STABILIZATION PROGRAM. 

4. SHORT-TERM OUTLOOK: WOODWARD SAID THAT NOBODY WOULD 
BENEFIT IF THE IMF ADOPTED A STRICT LEGALISTIC INTERPRETATION 
OF TURKEY S COMPLIANCE SHORTCOMINGS AND FLATLY CUT THEM OFF 
FROM FURTHER TRANCHE DRAWINGS. HE HELD OUT THE PROSPECT 
THAT WITH ADDITIONAL EFFORT BY THE TURKS IN DEALING WITH THEIR 
PROBLEMS, THE IMF COULD PROBABLY WORK OUT SOME KIND OF 
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ARRANGEMENT WHICH WOULD PERMIT THE NEXT TRANCHE DRAWING OF 
SDR 40 MILLION AFTER AUGUST 25. BUT, HE SAID, THE BALL WAS 
NOW IN THE TURKS' COURT AND THEY WOULD HAVE TO COME UP WITH 
A PLAN TO IMPROVE IMPLEMENTATION OF THEIR STABILIZATION 
PROGRAM. 

5. THE SHORT RUN CONSEQUENCES OF TURKEY'S FAILURE TO MEND 
ITS TATTERED IMF STANDBY ARE PLAIN TO SEE. IN ADDITION TO 
LOSING ACCESS TO IMF FUNDS, TURKEY WOULD ALSO SCUTTLE THE 
$2.5 BILLION RESCHEDULING OF CONVERTIBLE LIRA DEPOSITS AND 
OVERDUE BANKERS' CREDITS AND FORECLOSE THE POSSIBILITY OF A 
EUROCURRENCY LOAN SYNDICATION FROM COMMERCIAL BANKS. (SEE 
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LIMDIS 


SEPTEL FOR DETAILS). SUCH A SITUATION WOULD AGGRAVATE 
TURKEY'S ALREADY DESPERATE FOREIGN EXCHANGE POSITION, 
FORCE FURTHER CURTAILMENT OF IMPORTS AND PROBABLY THROW 
THE ECONOMY INTO A RECESSION. 

6. WOODWARD WAS QUITE AWARE SUCH A SCENARIO COULD HAVE 
SIGNIFICANT POLITICAL CONSEQUENCES AND HE SOUNDED OUT 
EMBOFFS’ OPINIONS REGARDING COMPETENCE OF KEY MINISTERS 
(MUEZZINOGLU, BULUTOGLU, KOPRULULER, CETIN AND BAYKAL), 
THEIR POLITICAL STRENGTHS AND WEAKNESSES, AND THE GENERAL 
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POLITICAL STABILITY OF THE ECEVIT GOVERNMENT. WOODWARD 
COMMENTED THAT HE WOULD HAVE TO BE EXTREMELY DIPLOMATIC IN 
HIS NEGOTIATIONS WITH THE TURKS SINCE HE COULD NOT SPELL OUT 
POLICY PRESCRIPTIONS BUT HAD TO RELY ON THE TURKS TO FIND 
THEIR OWN REMEDIES TO THE PROBELM. HE SAID THAT THE NEW IMF 
MANAGING DIRECTOR HAD ADVISED HIM TO BE CAREFUL IN HANDLING 
TURKEY S STANDBY PROBLEMS, BUT, HE CONFESSED, HE WAS AT A LOSS 
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TO DETERMINE EXACTLY WHAT 'BEING CAREFUL" MEANT IN THIS 
SITUATION. 

7. LONGER-TERM OUTLOOK: WOODWARD WAS EVEN MORE PESSIMISTIC 
ABOUT LONGER TERM PROSPECTS FOR THETURKISH ECONOMY. HE 
COMMENTED THAT TURKEY'S IMPORT ELASTICITY WAS QUITE HIGH. 

AND GIVEN THE POLICY COMMITMENT OF THE ECEVIT GOVERNMENT 
TO ANNUAL AVERAGE GROWTH RATES IN EXCESS OF 8 PERCENT OVER 
THE NEXT FIVE YEARS, THIS IMPLIED AN ANNUAL INCREASE IN IMPORTS 
OF 10 TO 12 PERCENT IN VOLUME TERMS AND 16-18 PERCENT IN VALUE 
TERMS. TO FINANCE THIS INCREASE IN IMPORTS IN ADDITION TO 

THE REPAYMENT OF DEBTS CURRENTLY BEING DEFERRED UNTIL 1981 WILL 
CREATE AN UNMANAGEABLE BURDEN ON THE ECONOMY IN THAT YEAR. 
TURKISH POLICY MAKERS, HE THOUGHT, HAVE YET TO COME TO GRIPS 
WITH THE FACT THAT TURKEY CANNOT GENERATE OR BORRW THE RESOUR- 
CES NECESSARY FOR RAPID GROWTH AND REMAIN AN OPEN, MARKET 
ECONOMY. THE ALTERNATIVE WHICH MAY APPEAL TO THESE POLICY MAKERS 
IS TO OPT FOR A CLOSED ECONOMY WITH CLOSER TIES TO EASTERN 
BLOC COUNTRIES. 

8. IMPLICATIONS FOR THE U.S.: IN EMBASSY'S VIEW, THE FAIL- 
URE OF THE IMF STANDBY FOLLOWED BY THE WITHHOLDING OF COMMERCIAL 
BANK FUNDS AND THE LACK OF SIGNIFICANT OECD CONSORTIUM ASSISTANCE 
WOULD PROBABLY SEND THE TURKS IN HOT PURSUIT OF A SCAPEGOAT. 

MANY WOULD BE READY TO BELIEVE THAT THEIR COUNTRY WAS BEING 
STRANGLED BY A U.S.-LED ECONOMIC EMBARGO. THIS WOULD PARTIC- 
ULARLY BE TRUE IF CONGRESS SHOULD FAIL TO LIFT THE EMBARGO 

ON MILITARY SALES TO TURKEY. DILLON 
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